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1. SUMMARY: ARCO ACCEPTED ITS COMPENSATION OFFER FROM 
THE GOV RATHER THAN TAKE THE RISK OF BEING REQUIRED TO DEPOSIT 
$12 MILLION IN CASH TO THE GUARANTY FUND. THE COMPANY IS BY 
NO MEANS RESIGNED TO ACCEPTING THE TECHNICAL SERVICE FEE IT 
HAS BEEN OFFERED OF EIGHT CENTS PER BARREL. IT MAY NOT NEGO- 
TIATE VERY HARD TO HAVE THE FEE INCREASED TO THE NEXT CATEGORY 
OF TEN CENTS, SINCE THE OPERATION PROPOSED TO THE COMPANY AFTER 
NATIONALIZATION WOULD NOT BE SIGNIFICANTLY MORE PROFITABLE 
EVEN AT TEN CENTS TO ATTRACT THE COMPANY TO CONSIDER A LONG 
TERM PROGRAM. THE COMPANY IS ALSO NOT RECONCILED TO LOSS OF 
ASSETS WHICH IT CONSIDERS FAR EXCEED IN VALUE THE COMPENSATION 
PAYMENT. ARCO'S LAWYER, WHO IS HERE FROM THE HOME OFFICE TO HANDLE 
THE NATIONALIZATION PROCEEDINGS, FEELS THE COMPANY MAY BE 
COMPELLED TO SIGN THE COMPENSATION ACTA JUST AS IT WAS 
COMPELLED TO ACCEPT THE OFFER. HOWEVER, HE HAS NOTIFIED 
THE AMBASSADOR THAT ARCO MAY BE SENDING THE DEPARTMENT A 
LIST OF WRITTEN QUESTIONS AS TO THE OFFICIAL USG POSITION ON 
VARIOUS ASPECTS OF THE VENEZUELAN OIL NATIONALIZATION, AND THAT 
THIS COULD POSSIBLY BE A PRELUDE TO ARCO'S CHALLENGE OF THE 
NATIONALIZATION LAW. THIS TELEGRAM IS BASED ON PROPRIETARY INFOR- 
MATION NOT FOR DISSEMINATION TO THIRD PARTIES. END SUMMARY. 
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2. BERTRAM BALCH FROM ARCO'S LEGAL OFFICE IN THE UNITED 
STATES, AND HUGH SHEFFIELD, THE LOCAL GENERAL MANAGER, 

CALLED ON THE AMB ON OCT 29 TO DISCUSS THE COMPANY’S 
ACCEPTANCE OF THE COMPENSATION OFFER. HE MADE THE 
FOLLOWING POINTS, SOME IN ADDITION TO THOSE SET OUT IN OUR 
REFTEL: 

- ARCO CONSIDERS THE VALUE OF ITS ASSETS, REAL (REPLACEMENT OR 
FUTURE EARNINGS) BEING NATIONALIZED TO TOTAL $100 MILLION ($50 
MILLION EACH FOR SINCLAIR VENEZUELAN OIL CO AND VENEZUELAN 
ATLANTIC REFINING CO). 

- THE COMPENSATION OFFER FOR THESE PROPERTIES IS ABOUT $22 
MILLION, INCLUDING MATERIAL INVENTORIES. 

- IN ADDITION TO THE COMPENSATION OFFER, ARCO STANDS 
TO GET BACK $2.3 MILLION IN CASH FOR THE GUARANTY 

FUND (TO BE REPLACED WITH COMPENSATION BONDS TOTALLING 
$12 MILLION, SINCE THE COMPANY MUST DEPOSIT BONDS EQUIVALENT 
TO 10 PERCENT OF ITS GROSS ACCUMULATED INVESTMENT). 

-BY ACCEPTING THE COMPENSATION OFFER, THE COMPANY 
AVOIDED HAVING TO PUT $12 MILLION CASH INTO THE FUND. 

3. ARCO'S LETTER ACCEPTING THE OFFER, WHICH BALCH WAS 
FEARFUL MIGHT NOT BE ACCEPTABLE, LISTED FIVE OR SIX UNRESOLVED 
POINTS. ONLY TWO POINTS WERE MAJOR. ONCE CONCERNED THE GUARANTY 
FUND AND THE PROCEDURE THE GOV WILL EMPLOY TO INSPECT COMPANY'S 
ASSETS. THE 2ND POINT WAS AN OFFER BY ARCO TO SETTLE ALL EXIST- 
ING CLAIMS AT 1/2 OF THE VALUE OF GOV TAX CLAIMS PENDING AGAINST 
VARCO. THESE TOTAL SOMEWHERE BETWEEN $5 AND $10 MILLION. THE 
EXACT AMOUNT IS NOT YET KNOWN, SINCE ARCO IS NOW COMPUTING SOME 
OLD TAX CLAIMS OF THE GOV WHICH THE COMPANY BELIEVED IT HAD 
SUCCESSFULLY CONTESTED. 

4 BALCH NOW ASSUMES THE LETTER WAS SATISFACTORY TO THE 
GOV, AS HE HAS HEARD THAT THE MINES MINISTRY IS BUSILY PRE- 
PARING ARCO'S ACTA. HE STILL IS NOT PREPARED TO SAY DEFINI- 
TIVELY THAT ARCO WILL SIGN THE ACTA, BUT ASSUMES THE COMPANY 
WILL HAVE NO CHOICE BUT TO DO SO. IF THE COMPANY SIGNS, 

IT WILL BE FOR THE PURPOSE OF PROTECTING THE COMPENSATION OFFERED. 

5. OVER THE LONG RUN, BALCH IS VERY PESSIMISTIC ABOUT 
ARCO'S FUTURE IN VENEZUELA. THE COMPANY'S PRELIMINARY 
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CALCULATIONS ARE THAT IT WILL BARELY BREAK EVEN WITH AN 
EIGHT CENT PER BARREL TECHNICAL ASSISTANCE FEE. TO OBTAIN 
THE FEE ARCO MUST AGREE TO LIFT OIL. BECAUSE OF ITS PARTI- 
CULAR SITUATION, ARCO WOULD PROBABLY LIFT 60,000 B/D WHILE 
PRODUCING AND REFINING ONLY 45,000 B/D FROM ITS FORMER 
CONCESSIONS AND TWO REFINERIES. THUS, THE COMPANY WOULD 
NOT ENJOY THE MULTIPLIER EFFECT WHICH CREOLE, SHELL AND 
OTHERS ANTICIPATE WILL RESULT IN THEIR FEES ACTUALLY WORK 
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ING OUT TO MORE THAN THE BASE. (SEE SEPTEL FOR DESCRIPTION 
OF THE MULTIPLIER EFFECT ON THE TECHNICAL SERVICE FEE.) 

TO ARCO THE MATHEMATICS OF ITS SITUATION ARE NEGATIVE. 

THE COMPANY’S GLOOMY VIEW OF THE SITUATION HAS BEEN COM- 
POUNDED BY THE ALLEGED GOV LACK OF INTEREST IN 
WHETHER THE COMPANY AGREES TO LIFT OR NOT. 

SHEFFIELD STATED TO THE AMB THAT HE WAS FLATLY TOLD THIS BY THE 
MINES MINISTER DURING THE CO S NEGOTIATIONS OVER COMPENSATION. 

6. THE AMB SUGGESTED TO BALCH THAT ARCO PUSH THE 

GOV ON ASPECTS OF ITS SITUATION, SUCH AS UNCOMPENSATED CONCESSION 
COSTS THAT MIGHT STILL BE OPEN TO REMEDIAL ACTION. THE AMB 
ALSO ASKED BALCH TO SEND HIM A COPY OF THE QUESTIONS HE PROVIDES 
TO THE DEPARTMENT. 

7. COMMENT: IT IS NOT CLEAR TO US WHY ARCO SHOULD ON THE 
ONE HAND PROPOSE LIFTING 60,000 BARRELS AND ON THE OTHER 
COMPLAIN THAT THE EXTRA 15,000 BARRELS WILL REDUCE THE COMPANY'S 
REAL FEE. AS IN MOST CASES, WHAT WILL ULTIMATELY COUNT IS THE 
COST THE GOV SETS FOR ITS OIL. 

SHLAUDEMAN 
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